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Arizona Public Service Company ("APS" or "Company"), hereby files its Demand

Side Management Program Portfolio Plan Update 2008-2010 ("DSM Portfolio Plan

Update"). This DSM Portfolio Plan Update provides an overview of the continuation of

APS' DSM programs that were originally filed July 21, 2005 and were implemented

during 2005 through 2007.

The DSM Portfolio Plan Update specifically provides an update to APS' residential

and non-residential programs, description and request for approval of its DSM budget,

description of estimated program energy savings and benefits, as well as a proposal for

portfolio enhancements. Specifically, APS is requesting the following:

20 • Approva l of overa ll program spending of $76.5 millions  for the  3-year pe riod
2008-20 l0 |

2 1
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Approval of program specific budget leve ls  for the  same 3-year period.

Approva l of a dditiona l progra m fle xibility to include :

Shift up to 50% of funding be tween programs within a  sector,

Change financia l incentive  payments  up to l 00% of incrementa l costs , and

Change measure  minimum efficiency requirements , as  needed.o
26

27

28
1 The $76.5 million includes $18 million of the $48 million that was authorized in Decision No.
67744, but has not yet been spent due to the timing of program approvals.
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Clarifica tion to confirm tha t the  reba tes  and incentive  cap of 52% of overa ll budge t
for Non-Residentia l programs expires  a t the  end of 2007.

Clarifica tion tha t APS can shift funding be tween measures  within a  program
without prior approva l by the  Commiss ion.

• Approva l of a n incre a s e  in  s ta rt up cos ts  for Triba l Low Income  We a the riza tion
progra m from 20% to 30% of tota l progra m cos ts .

Cons is te nt with De cis ion No. 67744, AP S  is  obliga te d to s pe nd $16 million pe r

yea r on ene rgy e fficiency DSM Programs  during ca lenda r yea rs  2005 - 2007. In Augus t

of 2007, the  Commiss ion in Decis ion No. 69879 orde red an additiona l $3.5 million to be

de s igna te d for the  non-re s ide ntia l la rge  e xis ting fa cilitie s  progra m. De cis ion No. 69663

cla rifie d the  re quire me nt tha t if APS doe s  not spe nd a t le a s t 30 million of the  ba se  ra te

a llowa nce  for a pprove d a nd e ligible  DS M progra ms  during 2005-2007, a ny uns pe nt

amount should be  credited to the  ba lance  of the  DSM adjus tment clause . In compliance

with De cis ion Nos . 67744 a nd 69663, APS  will ha ve  s pe nt in e xce s s  of $30 million on

DSM by year end 2007.2

To ensure  tha t APS reaches  the  spending leve ls  agreed to in Decis ion No. 67744,

APS proposes  to ramp up DSM spending for the  years  2008 through 2010 and expects  to

spend a t an annual level of $25.5 million per year for 2008 through 2010.3

In a ddition, AP S  s e e ks  a pprova l of the  individua l progra m budge ts  for 2008

through 2010 a s  s e t forth in the  DSM Portfolio P la n. APS a lso s e e ks  the  Commiss ion's

approva l to provide  APS additiona l flexibility in managing its  portfolio programs  to a llow

a  s hifting of budge t dolla rs  be twe e n progra ms  to obta in the  mos t e fficie nt us e  of DSM

dollars , increase  pay incentives , and modify energy efficiency requirements  as  needed.
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2 $30 million is an estimate, the actual spending for 2007 will be available in January 2008 and it
will be reported in the Company's annual DSM Adjustor filing.

3 The  $25.5 million represents  the  annua l required spending of $19.5 million (the  origina l $16
million pe r yea r plus  an additiona l $3.5 million approved in Augus t of 2007), plus  approxima te ly
$6 million pe r yea r or $18 million to comple te  the  2005/2007 spending of $48 million pursuant to
De cis ion No. 67744.

2086366.2

2



In a ddition, APS  is  s e e king cla rifica tion from the  Commis s ion a s  to whe the r pre

approva l is  needed to shift funding be tween measures  within a  program and approva l to

increase  s ta rt up cos ts  for Triba l Low Income Weatheriza tion.

RES P ECTFULLY S UBMITTED this L Y day of December, 2007.

S NELL & WILMER L.L.P .

_/
Robe rt J . Me tli
One Arizona  Center
400 E. Van Buren
Phoe nix, AZ 85004-2202
Attorney for Arizona  Public Se rvice  Company

f

P INNACLE WES T CAP ITAL CORP .

P

By l 4/ >» '
Deborah R. Scott

Attorney for Arizona  Public Sewioe  Company

ORIGINAL and 13 copie s  of the  foregoing
filed this 9 8 day of December, 2007, with

Docke t Control
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007
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• Request Summary

•

•

•

O

O

O

•

•

In this  filing, AP S  is  re que s ting the  following:
Approva l of ove ra ll program spending of $76.5 million for the  3-yea r pe riod 2008-2010.
Approva l of program specific budge t leve ls  for the  same 3-year pe riod.
Approva l of a dditiona l progra m fle xibility to include  :

Shift up to 50% of funding be tween programs within a  sector
Change financia l incentive  payments  up to 100% of incrementa l costs , as  needed
Change measure  minimum efficiency requirements, as  needed.

Cla rifica tion to confirm tha t the  reba tes  and incentive  cap of 52% of overa ll budge t for
Non-Residentia l programs expires  a t the  end of 2007.
Cla rifica tion tha t APS can shift funding be tween measures  within a  program without
prior approva l by the  Commiss ion.
Approva l of an increase  in s ta rt up cos ts  for Triba l Low Income  Wea the riza tion program
from 20% to 30% of tota l program cos ts .

•

11. In troduction

This  De ma nd S ide  Ma na ge me nt ("DS M") P rogra m P ortfolio P la n Upda te  ("P la n Upda te ")
provide s  a n ove rvie w of the  continua tion of the  DS M progra ms  tha t we re  origina lly file d
with the  Arizona  Corpora tion Commis s ion ("ACC") in J uly 2005 a nd we re  imple me nte d
during  2005  th rough  2007 . Th e  o rig in a l 2 0 0 5 -2 0 0 7  DS M P o rtfo lio  P la n  me t th e
re quire me nts  of the  2005 se ttle me nt a gre e me nt ("Se ttle me nt"l) while  providing sa vings  a nd
ne t be ne fits  for AP S  cus tome rs . While  the  $30 million colle cte d in ba s e  ra te s  for DS M
funding will ha ve  be e n spe nt on DS M by the  e nd of the  2005-2007 time  pe riod, due  to the
timing of progra m a pprova ls , the  commitme nt to e xpe nd the  full $48 million by the  e nd of
2007 will not be  me t.

AP S  is  committe d to  a  cos t e ffe ctive  DS M progra m portfolio  be yond 2007. This  P la n
Upda te  provide s  a n  ove rvie w of AP S ' p la n  to  fu lfill the  $48  million  DS M e xpe nditure
requirement. Moreover, this  upda te  assumes the  continua tion of these  exis ting programs and
proposes a  new budget guideline  for the  2008 -- 2010 timeframe.

AP S  is  re que s ting a pprova l of ove ra ll progra m s pe nding of $76.5 million for the  3-ye a r
pe riod 2008-2010, a n a ve ra ge  a nnua l le ve l of $25.5 million. The  $25.5 million re pre s e nts
a nnua l s pe nding of $19.5 million ($l6.0 million pe r ye a r plus  the  a dditiona l $3.5 million
approved in Decis ion No. 69879) plus  approximate ly $6.0 million pe r yea r to expend the  $18
million re ma ining from its  DS M s pe nding obliga tion unde r the  S e ttle me nt. As  pa rt of its
Decis ion No. 67744, the  ACC required APS to implement and ma inta in a  collabora tive  DSM
wo rkin g  g ro u p  to  s o lic it a n d  fa c ilita te  s ta ke h o ld e r in p u t,  a d vis e  AP S  o n  p ro g ra m
imple me nta tion, de ve lop future  DS M progra ms , a nd re vie w DS M progra m pe rforma nce .
This  P la n Upda te  wa s  de ve lope d a nd continue s  to be  e nha nce d in conjunction with this

1 The Settlement was  adopted in Commiss ion Decis ion No. 67744 (April 7, 2005).
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colla bora tive  group of DSM e xpe rts  a nd s ta ke holde r re pre se nta tive s , including me mbe rs  of
ACC s ta ff, the  Re s ide ntia l Utility Cons ume r's  Office  ("RUCO"), the  S outhwe s t Ene rgy
Efficie ncy P roje ct ("S WEEP "), We s te rn Re s ource  Advoca te s  ("WRA"), the  De pa rtme nt of
Comme rce  Ene rgy Office  ("the  Ene rgy Office "),  Arizona ns  fo r E le c tric  Cho ice  a nd
Compe tition ("AECC") a nd othe rs .

S ubs e que nt to AP S  tiling the  origina l DS M progra m portfolio pla n in J uly 2005, the  ACC
a pprove d the  Cons ume rs  P roducts  progra m in  Augus t of 2005 in  De cis ion No. 68064
(Aug.17, 2005). The  ACC's  in te rim a pprova l o f the  Non-Re s ide n tia l p rogra ms  from
De cis ion No. 68488 (Fe b. 23, 2006) wa s  continge nt upon a  re filing of the  Non-Re s ide ntia l
progra ms  within 13 months  of tha t De cis ion. The  13-Month Filing re port wa s  file d on Ma rch
26, 2007 in Docke t No. E-01345A-05-0429. The  obje ctive  of tha t filing wa s  to a chie ve  fina l
approva l of the  APS Non-Res identia l DSM programs.

As  p a rt o f th e  1 3 -Mo n th  F ilin g  re p o rt,  AP S  re c o m m e n d e d  a  n u m b e r o f p ro g ra m
enhancements . These  program enhancements  will encourage  more  cus tomers  to pa rticipa te
in e ne rgy e fficie ncy proje cts , e spe cia lly in those  ha rde r to re a ch s e gme nts , such a s  sma ll
bus ine sse s . All additiona l measure s  and program enhancements  we re  thoroughly ana lyzed
by AP S  a nd we re  found to be  cos t e ffe ctive . For more  informa tion on the se  sugge s te d
program enhancements , see  the  13-Month Filing Report. While  ten of the  thirteen reques ted
cha nge s  in the  13-Month Filing Re port a re  s till pe nding a pprova l by the  ACC, this  P la n
Upda te  a s sume s  tha t a ll progra m e nha nce me nts  re que s te d in tha t filing will be  a pprove d.
The  s pe cific e nha nce me nts  re comme nde d in the  13-Month filing will not be  dis cus s e d in
de ta il aga in he re , but re fe rence  will be  made  to the  de ta ils  included in tha t filing.

The  ba la nce  of the  origina l portfolio pla n (ba la nce  of Re s ide ntia l progra ms , Me a sure me nt,
Eva lua tion, a nd Re se a rch, a nd the  P e rforma nce  Ince ntive ) wa s  a pprove d in De cis ion No.
68648 (Apr.l2, 2006).

This  P la n Upda te  provide s  a n a ve ra ge  a nnua l budge t guide line , e s tima te s  of e ne rgy a nd
de ma nd sa vings , a nd a  socie ta l ne t be ne fits  proje ction for the  DSM progra ms  for the  2008-
2010 pla nning horizon. It is  importa nt to note  tha t the  a ve ra ge  a nnua l budge t conta ine d in
this  tiling is  me re ly a  guide line  of tota l e xpe nditure s  ove r the  thre e  ye a r pe riod 2008-2010.
It cannot be  expected tha t the  expenditure s  in each of the  three  yea rs  will exactly ma tch the
a ve ra ge  a nnua l a mount sugge s te d in this  filing. AP S ' DS M progra ms  a re  s till in the  growth
pha s e  of the  progra m a doption curve . In  o the r words , we  e xpe c t the  to ta l po rtfo lio
expenditure s  to increase  each yea r ove r the  three  yea r pe riod, jus t a s  they have  in the  prior
three  yea rs . Ultima te ly, cus tomer awareness , acceptance , and adoption of our programs will
dicta te  the  exact expenditure  leve ls  each yea r. The  ave rage  annua l budge t proposed in this
Plan Update  represents  our most rea lis tic assessment of the  demand for the  Company's  DSM
progra m ove r the  ne xt thre e  ye a rs . As  with a ny e s tima te  of the  future , the  poss ibility e xis ts
tha t actua l annua l expenditures  will be  e ithe r higher or lower than the  average  annua l budge t
conta ine d in this  filing.
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Program Budget
2008-2010

Life time  MWh
Savings *

Peak Demand
Savings (MW)

To ta l Ne t
Be ne fits *

$76.5  Millio n 6,814,000 109 .9 $187  Millio n

APS DSM Portfolio P lan Upda te  2008-2010

III. DSM Portfolio

APS propose s  to continue  to implement a  portfolio of ene rgy-e fficiency DSM programs  tha t
re duce  the  use  of e le ctricity by me a ns  of e ne rgy-e fficie ncy products , s e rvice s  or pra ctice s .
The  programs a re  designed to influence  energy decis ions  by Residentia l and Non-Residentia l
cus tome rs  a nd othe r ma rke t pla ye rs  through a  combina tion of re ba te s  a nd ince ntive s ,
technical assistance  and tra ining, and consumer education.

Th e  DS M p ro g ra m p o rtfo lio  is  e xp e c te d  to  co n tin u e  to  p ro d u ce  lo n g -te rm e n e rg y
consumption a nd de ma nd sa vings . For the  2008-2010 time fra me , the  progra m cos t is
e xpe cte d to be  1.1 ce nts  pe r life time  kph sa ve d (tota l kph sa ve d ove r the  e xpe cte d life time
of a ll ins ta lled measures). The  following table  summarizes  the  expected ene rgy and demand
savings and tota l program ne t benefits  as  a  result of program activities  from 2008-2010.

Exhib it 1
DSM Portfolio Goals  2008-2010

*Refers to savings and total net benefits over the expected lwtime of!! program measures
installed in 2008-20]0. The Total Net Benefits estimate incorporates all program costs
including the cost of Measurement, Evaluation & Research and Performance Incentives.
Note however, that net lost revenues are not included in these costs.

The s e  be ne fits  will be  in a ddition to the  be ne fits  a chie ve d in the  2005 through 2007 time
fra me , which a re  not include d in the  e s tima te d impa cts  in Exhibit 1. For more  de ta il on the
savings  and ne t benefits  achieved during the  2005-2007 timeframe, see  the  Company's  DSM
semi-annua l report filings .

For the  pe riod of 2005 - 2010, the  DSM programs  a re  e s tima ted to save  approxima te ly 168
MW a nd 9.9 million life time  Mwh.

The  program portfolio continues  to include  a  ba lanced mix of programs to address  a  divers ity
of APS  cus tome r se gme nts  a nd ma rke t opportunitie s  including: re s ide ntia l e xis ting home s ,
re s ide ntia l ne w cons truction, cons ume r products , non-re s ide ntia l e xis ting buildings , non-
re s ide ntia l ne w cons truction a nd re nova tion, a nd sma ll bus ine s s . In a ddition, the  portfolio
continue s  to provide  s pe cia l progra mming a nd funding to he lp s chools  a nd low-income
residentia l customers , including Native  Americans , save  on the ir energy costs .

5
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S e c tions  IV (Re s ide n tia l P rog ra ms ) a nd  V (Non-Re s ide n tia l P rog ra ms ) ou tline  the
expecta tions  for the  continua tion of our exis ting programs  and conta in projections  for future
pa rticipa tion le ve ls . S e ction V provide s  the  a ve ra ge  a nnua l budge t for 2008 - 2010, while
S e ction VII summa rize s  the  e s tima te d progra m sa vings  a nd ne t be ne fits , a nd S e ction VIII
discusses some suggested portfolio enhancements.

IV. Res iden tia l P rog ram s

A. ResidentialNewConstruction
This  progra m promote s  high e fficie ncy cons truction pra ctice s  for ne w home s . It offe rs
incentives  to builde rs  who mee t program energy e fficiency s tandards  in orde r to increase  the
pe ne tra tion of high e fficie ncy home s . The  progra m e mpha s ize s  the  "whole  building"
a pproa ch to improving e ne rgy e fficie ncy a nd include s  fie ld te s ting of home s  to e ns ure
pe rformance . Pa rticipa ting builde rs  a re  tra ined to apply building science  principle s  to a ssure
tha t high-e fficie ncy home s  a lso ha ve  supe rior comfort a nd pe rforma nce . The  progra m a lso
provide s  e duca tion for prospe ctive  home buye rs  a bout the  be ne fits  of choos ing a n e ne rgy-
efficient home and the  fea tures  to consider.

The  AP S  Re s ide n tia l Ne w Cons truc tion  p rogra m ha s  be e n  a  s ucce s s , with  ove r 25
pa rticipa ting builde rs  a nd ove r 20,800 home s  s igne d up to be  built to progra m s ta nda rds
s ince  the  program was  kicked off in July 2006. P rogram spending a s  of Octobe r 31, 2007 is
ove r $1.7 million in the  16 months  s ince  progra m ince ption. The  a nnua l a ve ra ge  spe nding
budge t for 2008 - 2010 is  $1.8 million. This  budge t le ve l re fle cts  both the  la g in the  timing
be twe e n builde rs ' commitme nts  a nd whe n ince ntive s  a re  pa id a nd a  s low-down in the
Phoenix a rea  hous ing marke t tha t is  expected to rebound somewha t by 2009. Incentives  will
be  pa id on approximate ly 1,200 homes in 2007, and APS expects  to pay incentives  on 2,500
homes in 2008, 3,000 homes in 2009, and 3,500 homes in 2010. Despite  the  s lowdown in the
hous ing marke t, the  annua l increases  in expected incentives  re flect the  increased number of
builde rs  s igning up for the  progra m a nd the  e ve ntua l build out of thos e  home s  a lre a dy
committed to the  program,

B. Residential Existing Homes Heating, Ventilation, and Air
Conditioning ("HVA C")

The  re s ide ntia l e xis ting home  HVAC progra m promote s  e ne rgy-e fficie nt e quipme nt a nd
prope r ins ta lla tion and ma intenance  of re s identia l hea ting and a ir conditioning sys tems . The
program provides  tra ining and technica l a ss is tance  for HVAC contractors  and educa tion for
consumers  about the  bene fits  of ene rgy-e fficient hea ting and cooling sys tems . Through the
APS Qualified Contractor program, APS provides  cus tomer re fe rra ls  to contractors  who mee t
s trict progra m re quire me nts  for profe s s iona l s ta nda rds , te chnicia n tra ining a nd cus tome r
sa tis faction. This  program uses  a  combina tion of financia l incentives , contractor tra ining and
consumer educa tion to promote  high e fficiency HVAC sys tems  in exis ting re s identia l homes
within the  APS  se rvice  te rritory.

6
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The  AC Re ba te  a nd Qua lity Ins ta lla tion me a s ure s  build  on the  e xis ting AP S  Qua lifie d
Contra ctor progra m. The y offe r fina ncia l ince ntive s  to  e ncoura ge  upgra de s  to  h igh-

ene rgy-e fficiency s tanda rds , plus  an additiona l incentive  if tha t equipment is  ins ta lled so tha t
it me e ts  the  progra m re quire me nts  for a ir flow, re frige ra nt cha rge  a nd  s iz ing . Als o,
be ginning in the  winte r of 2007, the  HVAC S ys te m Te s ting a nd Re pa ir me a s ure  will be
la unche d to provide  fina ncia l ince ntive s  for cus tome rs  ha ving HVAC e quipme nt re pa irs  to
also have home performance tests  with associa ted system repairs, such as sealing duct system
leaks .

As  of the  e nd of Octobe r 2007, $2.9 million wa s  spe nt on the  progra m, out of a  tota l thre e
yea r budge ted amount of $3.5 million. Currently, APS es tima tes  tha t by the  end of 2007, the
progra m will be  within $300,000 of the  budge te d spe nding a mount. S ince  its  ince ption in
the  spring of 2006, this  program is  tracking close  to the  budge ted amounts  for spending and
savings and continues to ga in momentum.

For the  2008 - 2010 budge t, AP S  pla ns  to incre a s e  the  progra m's  budge t to a n a nnua l
a ve ra ge  of ove r $2.8 million. This  is  a $982,000 incre a s e  ove r the  2007 progra m budge t.
Approxima te ly, 3,000 incentive s  will be  pa id in 2007 and an e s tima ted 5,800 in 2008, 6,400
in 2009 a nd 7,000 in 2010. The  budge t incre a se  is  re quire d to a llow the  mome ntum of the
progra m to  continue  a nd a ls o  a ccommoda te  the  ne we r Qua lity Ins ta lla tion a nd HVAC
System Testing and Repair measures.

C. Consumer Products
The  primary ta rge t marke t for the  Consumer Products  program is  APS re s identia l cus tomers
who  a re  looking  to  purcha s e  ligh ting . This  progra m is  be ing  imple me nte d  th rough
pa rticipa ting re ta ile rs  within the  AP S  se rvice  te rritory a nd is  a va ila ble  to a ll AP S  re s ide ntia l
customers.

progra m s olicits  dis count pricing from Compa ct Fluore s ce nt La mp ("CFL") ma nufa cture rs
(up-s tre a m buy-down) a nd dis tribution of CFL's  through loca l re ta ile rs . Cus tomers  a re
re fe rred to pa rticipa ting re ta ile rs  to purchase  qua lifying products . Discount pricing is  pa ssed
on to consume rs  through a  ne gotia te d a gre e me nt with lighting ma nufa cture rs  a nd re ta ile rs .
The  progra m provide s  s a le s  tra ining for pa rticipa ting re ta ile rs  a nd cons ume r e duca tion,
including in-s tore  point-of-sa le  displays .

The re  ha ve  be e n ove r 3.8 million CFL's  sold through this  progra m a s  of Octobe r 31, 2007,
which has  gene ra ted ove r $150 million in cus tomer savings . P rogram spending is  ove r $5.3
million through Octobe r 31, 2007. Due  to the  high de gre e  of succe ss  from this  progra m the
annua l ave rage  2008 .- 2010 budge t is  be ing increased to $4.1 million. This  leve l of funding
a ssume s  sa le s  in e xce ss  of 2.5 million CFL's  pe r ye a r. It a lso cove rs  a nticipa te d e xpe nse s
a ssocia te d with a n e ffort to e ncoura ge  prope r CFL re cycling a nd disposa l a nd it include s  a
more  dive rse  mix of spe cia lty CFL's  to a ccommoda te  a  Wide r va rie ty of re s ide ntia l lighting
e nd us e  a pplica tions  (i.e . re ce s s e d ca n light re fle ctor bulbs , globe  s tyle  bulbs , e tc.) AP S
expects  to continue  to expand and promote  this  program to continue  its  success.
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D. Low Income
The  APS Ene rgy Wise  Low Income  Wea the riza tion P rogram (Ene rgy Wise ) began in 1996.
Decis ion No. 68647 tha t was  issued on April 12, 2006 has  spurred program growth and it has
ramped. up to serve  a  la rger number of customers. Additiona lly, the  program has expanded its
s cope  to  include  working with  loca l low income  public  hous ing a uthoritie s , which ha s
resulted in some  high volume  wea the riza tion e fforts . One  such prob e t, the  Maricopa  County
Hous ing Authority's  Bucke ye  Ma nor, re sulte d in the  we a the riza tion of 20 units . Additiona lly
the  Arizona  Community Action Age ncy (ACAA) wa s  a wa rde d a  contra ct from the  Arizona
Depa rtment of Economic Security to deve lop and implement a  s ta tewide  Fue l Fund tha t will
be  us e d to provide  e ne rgy re la te d bill a s s is ta nce  to cus tome rs  in ne e d. In s upport of tha t
e ffort, a  propos a l wa s  ma de  by ACAA a nd a cce pte d by AP S  to a lloca te  the  AP S  Ene rgy
Wise  Low Income  We a the riza tion Bill Ass is ta nce  funds  to the  ACAA Fue l Fund in orde r to
take  advantage  of the  leverage  for matching dolla rs  from the  Fue l Fund.

Additiona lly, AP S  ha s  be e n a ctive ly working with the  Inte r Triba l Council of Arizona  a nd
the  Na va jo  Na tion  We a the riza tion  P rogra m to  imple me nt the  Ene rgy Wis e  P rogra m.
Howeve r, the re  a re  some  s ta rt-up cos t is sues  tha t need to be  addre ssed. Specifica lly, s ince
the  Triba l We a the riza tion e fforts  a re  in s ta rtup mode , the y will re quire  a dditiona l progra m
de live ry funds  to pa y for s ta rtup cos ts . Afte r s e ve ra l budge t re vie ws  with the  Tribe s , it is
clea r tha t increas ing the  program de live ry cos t sha re  of tota l program costs  from 20% to 30%
during s ta rt-up is  re a sona ble . The  a dditiona l 10% tha t could be  use d for progra m de live ry
cos ts  would only be  in place  for the  firs t two yea rs  of the  program. The rea fte r, the  s tanda rd
program de live ry share  of 20% of tota l program costs  would take  e ffect.

The  budge t for the  Ene rgy Wis e  progra m is  be ing incre a s e d from $1.1 million pe r ye a r to
a pproxima te ly $1.5 million pe r ye a r in 2008 - 2010. This  incre a se  re fle cts  the  ca tch-up
spending in 2008 - 2010 tha t makes up for the  2005 -. 2007 under-spending on this  program.
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V. Non-Res iden tia l P rograms

The  13-Month Filing re port wa s  file d on Ma rch 26, 2007. The  obje ctive  of the  filing wa s  to
a chie ve  fina l a pprova l of the  AP S  Non-Re s ide ntia l DS M progra ms , a s  re quire d in De cis ion
No. 68488. The  Non-Re s ide ntia l P rogra ms  re ce ive d inte rim a pprova l from the  ACC in
February 2006 and these  programs were  launched in March 2006.

In addition to the  exis ting measures , APS recommended a  number of program enhancements
in the  13-Month Filing Re port, including the  re vis ion of s ome  pre s criptive  me a s ure s  a nd
a dditiona l cos t-e ffe ctive  me a sure s . The s e  progra m e nha nce me nts  will e ncoura ge  more
cus tome rs  to pa rticipa te  in e ne rgy e fficie ncy proje cts , e s pe cia lly in thos e  ha rde r to re a ch
se gme nts , such a s  sma ll bus ine sse s . All a dditiona l me a sure s  a nd progra m e nha nce me nts
we re  thoroughly a na lyze d by AP S  a nd we re  found to be  cos t e ffe ctive . The s e  a dditiona l
propos e d me a s ure s  a re  curre ntly a wa iting ACC a pprova l. For more  informa tion on the s e
suggested program enhancements, see  the  13-Month Filing Report.

The  Non-Residentia l programs a re  marke ted under the  APS Solutions  for Business  program.
Othe r tha n the  two s ma ll progra ms  (Ene rgy Informa tion S e rvice s  a nd Building Ope ra tor
Tra in ing ),  the  p rog ra ms  (Non-Re s ide n tia l La rge  Exis ting , Ne w Cons truc tion , S ma ll
Bus ine s s , a nd  S choo ls ) a re  imple me nte d  by KEMA, AP S ' Non-Re s ide n tia l p rogra m
implementa tion contractor. Budge t projections  for each of the  programs a re  based on recent
experience  in the  APS marke t place , expected cus tomer program participa tion growth based
on KEMA's  e xpe rie nce  in  s imila r ma rke ts , a nd a pprova l of a ll progra m e nha nce me nts
s ugge s te d in the  13-Month Filing. A de s cription of e a ch of the  Non-Re s ide ntia l progra ms
follows .

A. Non-Residential Existing Facilities
The  prima ry ta rge ts  for the  Non-Re s ide ntia l Exis ting Fa cilitie s  P rogra m a re  cus tome rs  who
ha ve  a n a ggre ga te d de ma nd gre a te r tha n 200 kw. This  progra m provide s  pre s criptive
ince ntive s  to owne rs  a nd ope ra tors  of la rge  non-re s ide ntia l fa cilitie s  for e ne rgy-e fficie ncy
improve me nts  in lighting, HVAC, motors , a nd re frige ra tion me a s ure s . Cus tom ince ntive s
a re  a lso provided for ene rgy-e fficiency measures  not cove red by the  pre scriptive  incentives .
Incentives  a re  a lso provided to customers  for energy s tudies .

This  progra m ha s  ha d the  s tronge s t pa rticipa tion  to  da te  a mong the  Non-Re s ide ntia l
progra ms , with progra m-to-da te  s pe nding of $5.3 million through Octobe r 31, 2007. We
a nticipa te  this  progra m to continue  to be  our s tronge s t progra m in pa rticipa tion a nd it will
continue  to grow with an annua l ave rage  tota l budge t of $6.9 million, compared to the  2005-
2007 a ve ra ge  a nnua l budge t of $2.3 million. This  budge t incre a s e  include s  the  a dditiona l
$3.5 million tha t wa s  gra nte d by the  ACC in Augus t of 2007 (Commis s ion De cis ion No.
69879).
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B. Non-Residential New Construction
This  progra m include s  thre e  compone nts : de s ign a ss is tance , pre scriptive  measure s , and
cus tom e fficie ncy me a s ure s . De s ign a s s is ta nce  involve s  e fforts  to  in te gra te  e ne rgy-
e fficie ncy into a  cus tome r's  de s ign proce s s  to influe nce  e quipme nt/sys te ms  se le ction a nd
s pe cifica tion a s  e a rly in  the  de s ign proce s s  a s  pos s ible . Cus tom e fficie ncy provide s
ince ntive s  for la rge  non-re s ide ntia l cus tome rs  a nd provide s  fe a s ibility s tudie s  to a sse ss  the
s a vings  from comple x a pplica tions . P re s crip tive  ince ntive s  a re  a va ila b le  for e ne rgy-
e fficie ncy improve me nts  in lighting, HVAC, motors  a nd re frige ra tion a pplica tions .

As  of Octobe r 31, 2007, tota l spending within this  program was  $2.1 million, which includes
ince ntive s  pa id of $240,000. Re s e rve d ince ntive s  a re  curre ntly a t $674,000. Due  to the
na ture  of the  ne w cons truction ma rke t pla ce , progra m pa rticipa tion ha s  be e n s lowe r a s
compa re d to the  La rge  Exis ting Fa cilitie s  P rogra m. Howe ve r, we  a nticipa te  pa rticipa tion to
grow in the  ne xt thre e  ye a rs  with a nnua l a ve ra ge  ince ntive s  to be  $1.0 million a nd a  tota l
budge t to be  $2.0 million.

C Small Business
The  primary ta rge ts  for the  Small Business  Program are  cus tomers  who have  200 kW or le ss
aggrega ted demand. This  program provides  prescriptive  incentives  to small bus iness  owners
for e ne rgy-e fficie ncy improve me nts  in lighting, HVAC, motors  a nd re frige ra tion a pplica tions
through a  s imple  and s tra ightforward mechanism.

As  of Octobe r 31, 2007, tota l spe nding within this  progra m wa s  $1,200,000 which include s
incentives  pa id of $150,000. Rese rved incentives  a re  currently a t $160,000. Sma ll Bus iness
cus tome rs  a re  the  ha rde s t to re a ch be ca us e  the y do not typica lly ha ve  the  re s ource s  to
eva lua te  or implement energy e fficiency projects . For this  reason APS recommended a  direct
ins ta ll progra m in the  13-Month filing. A dire ct ins ta ll progra m is  whe re  AP S  provide s  tra de
a llie s  a  d ire ct ince ntive  to  imple me nt lighting a nd re frige ra tion me a s ure s  a t cus tome r
fa cilitie s . Th is  p rogra m a ddre s s e s  ma ny o f the  s ma ll bus ine s s  ba rrie rs  to  e n try by
s implifying the ir buying de cis ion a nd re ducing the  tra de  a lly tra nsa ction cos ts . with the  he lp
of this  dire ct ins ta ll a pproa ch, we  a nticipa te  tha t the  S ma ll Bus ine s s  progra m will grow to
$950,000 in incentives per year and an average  annual budget of $l,400,000.

D. Schools
This  progra m is  de s igne d to se t a s ide  funding for public school buildings , including cha rte r
schools , to pa rticipa te  in the  APS Solution for Bus iness  programs. This  program budge t is
re se rve d e xclus ive ly for school use . If schools  fully subscribe  this  progra m budge t or if the y
re a ch the ir ince ntive  ca p unde r this  progra m, the y ca n pa rticipa te  in othe r non-re s ide ntia l
programs. Ene rgy e fficie ncy ince ntive s  a re  the  s a me  a s  the  La rge  Exis ting Fa cilitie s
(e xis ting  s chool fa cilitie s ) a nd Ne w Cons truction (ne w s chool cons truction a nd ma jor
renova tions).

As  of Octobe r 31, 2007, tota l s pe nding within this  progra m wa s  $504,000 which include s
ince ntive s  pa id of $167,000. Re se rve d ince ntive s  a re  curre ntly a t $143,000. Due  to lowe r
cus tomer incentive  caps  for the  Schools  program, a s  compared to the  othe r programs, many
o f th e  in c e n tive  fu n d s  p a id  to  s c h o o ls  h a ve  b e e n  b o o ke d  to  th e  o th e r p ro g ra ms
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(pre domina ntly La rge  Exis ting Fa cilitie s ). For the  ne xt thre e  ye a rs , we  e s tima te  tha t the
annua l ave rage  incentives  for schools  to be  $540,000 with a  tota l annua l ave rage  budge t of
$980,000.

E. Building Operator Training
The  Building Ope ra tor Tra ining P rogra m ("BOT") provide s  tra ining ince ntive s  for building
ope ra tors  (ma na ge rs ) a nd fa cility ma inte na nce  te chnicia ns  on e ne rgy-e fficie nt building
ope ra ting a nd ma inte na nce  pra ctice s . P rogra m tra ining is  provide d through a  coope ra tive
e ffort with the  Ele ctric Le a gue  of Arizona  ("ELA") in s upport of the ir "Ins titute  for Fa cility
Ma na ge me nt Educa tion" progra m, which include s  indus try e xpe rt tra ining ta rge te d to re a ch
fa cility ma na ge rs  a nd building ope ra tors  of me dium to la rge  comme rcia l a nd indus tria l
fa cilitie s . S ince  ince ption, e ighty-five  AP S  cus tome rs  ha ve  s ucce s s fully re ce ive d the ir
ce rtifica te  of comple tion for the  progra m. We  e xpe ct the  a ve ra ge  numbe r of s tude nts  pe r
ye a r to be  75 to 85 for the  2008-2010 time fra me , producing a n a nnua l a ve ra ge  budge t of
$66,000.

E Energy Information Services
The  Ene rgy Informa tion S e rvice s  (ElS ) progra m provide s  15-minute  inte rva l da ta  to la rge
non-re s ide ntia l cus tome rs  through a  we b-ba se d e ne rgy informa tion tool. This  tool provide s
cus tome rs  with informa tion tha t ca n be  use d to improve  or monitor e ne rgy usage pa tte rns ,
reduce  energy use , reduce  demands  during on-peak pe riods  and be tte r manage  the ir overa ll
ene rgy opera tions . This  program is  be ing implemented by Automated Energy, Inc.

This  progra m is  in the  e a rly s ta ge s  of de ve lopme nt, with ElS  ins ta lle d on a pproxima te ly te n
cus tome r me te rs  to da te . Going forwa rd we  e xpe ct to ins ta ll ElS  on a n a ve ra ge  of 100
customer meters  each year in the  2008-2010 time frame, producing an annual average  budget
of S120,000.
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VI. Budget

Cons is te nt with De cis ion No. 67744, AP S  inte nds  to spe nd $16 million dolla rs  pe r ye a r on
a pprove d e ne rgy-e fficie ncy DS M progra ms  during 2008-2010. In  Au g u s t o f 2 0 0 7 ,
Commis s ion De cis ion No. 69879 a pprove d a n a dditiona l a nnua l $3.5 million for the  Non-
Re s ide ntia l La rge  Exis ting Fa cilitie s  P rogra m. During the  2005-2007 pla nning pe riod, AP S
inte nde d to s pe nd $48 million. At the  point in time  of this  filing, it a ppe a rs  tha t AP S  wit]
ha ve  spe nt in e xce s s  of $30 million on DS M for the  2005-2007 pe riod, a pproxima te ly $18
million le s s  tha n the  inte nde d $48 million. This  unde r spe nding should be  re me die d in the
coming ye a rs . The  e xa ct a mount spe nt in e a ch ye a r from 2008-2010 should be  dicta te d by
the  ma rke t de ma nd for the se  progra ms , not a  fixe d budge t. Howe ve r, the  a ve ra ge  a nnua l
spending for DSM over the  3-year planning period is  expected to be :

Origina l De cis ion No. 67744
Augus t 2007 De cis ion No. 69879
Unde r S pe nding Ca tch-up
Tota l Annua l DS M S pe nding

Avg. Annua l
$16 .0  million
$  3 .5  m illio n
$  6 .0  m illio n
$25 .5  million

The  propos e d budge t s hows  how AP S  will s a tis fy the  re ma inde r of the  $48 million while
continuing approved programs going forward.

A tota l of 67% of the  progra m cos ts  be ne fit cus tome rs  dire ctly in the  form of ince ntive s ,
tra ining or educa tion. It should be  noted tha t othe r cos ts  such as  program implementa tion
and marketing expenses are  necessary to effective ly de liver programs to customers.

Exhibit 2 shows a  summary of the  anticipa ted average  annua l spending for each program for
the  2008-2010 pla nning horizon. This  budge t re pre se nts  the  mos t like ly e s tima te  of future
spending a t the  $25.5 million average  annua l leve l. However, these  projections  a re  based on
our be s t e s tima te s  of ma rke t pe ne tra tion for e a ch me a s ure . To the  e xte nt tha t ce rta in
progra ms  a chie ve  gre a te r succe ss  a nd ma rke t pe ne tra tion tha n othe rs , it is  importa nt to be
a ble  to a djus t budge ts  be twe e n me a sure s  a ccordingly to ma ximize  the  e ffe ctive ne ss  of the
ove ra ll portfolio. S e e  the  "P rogra m Fle xibility" s e ction of this  filing for furthe r dis cus s ion of
AP S ' propose d fle xibility guide line s .
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P r o g r a m
Rebates &
Incentives

Training &
Tech

Assistance

Consumer
Education

Program

Implement

Program

Marketing

P la n  &
Ad m in

Program

Total Cost

Res identia l

Cons umer P roducts 2,500,000 1,000 15,000 146,000 104,000 4,061,000

48,000140,000 414,000 2,801,0001,711,000 68,000Exis ting  Home  HVAC

302,000 79,000 1,818,00059,000 9,000New Cons truc tion 1,200,000

10,000 75,000 1,567,0001,366,000 10,000 10,000Low Inc ome

s 10,247,000$ 174,000 s 872,000 s 306,000$ 138,000Totals for Residential s 6,776,000

Non-Re s ide n tia l

La rge  E xis ting  Fa c ilitie s

65.1%

20,000 14,000 562,000 182,000

2,000 432,000 112,00015,000New Cons truc tion

68,00012,000 106,00010,000S m all Bus ines s

6,0002,000 6,00041,000Bldg  O pe ra tor Tra in ing

10,0002,000 10,0005,000E lS

145,000 31,0005,000 6,000S chools

s 38,000 s 1,261,000 $ 409,000$ 96,000
Totals for Non-

Residential

s 212,000 s 2,133,000 s 715,000
$

za4,ooo .Segment Totals

1.0% 9.9% 3.3%1_1%% of Cost By Category

1,295,000

420,000

169,000

96,000

s 1,980,000

6,851,000

2,021,000

1,363,000

66,000

122,000

981,000

s  11,403,000

1,283,000

510,000

220,000

11,000

6,000

253,000

s 2,283,000

Sf 4,263,000

19.6%

4,790,000

950,000

947,000

0

89,000

540,000

$ 7,316,000

.S14;M2,000 S 21,650,090

Program Costs $21,650,000

Measurement, Evaluation & Research $1,300,000

Performance Incentive $2,550,000

T O T A L $25,500,000

APS DSM Portfolio P lan Upda te  2008-2010

Exhibit 2
2008-2010 DSM Portfolio
Average Annual Budget
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VII. P ro g ram  En e rg y S avin g s  an d  Ben e fits

The  Company has  projected the  es timated energy savings , costs  and ne t benefits  associa ted
with  e a ch of the  progra ms  in  the  DS M P ortfolio  for the  pe riod of 2008-2010. For the
a na lys is  of ne t progra m be ne fits , the  Compa ny use s  the  mos t re ce nt utility sys te m a voide d
cos t s a vings  (including ca pa city va lue , fue l a nd ope ra tions /ma inte na nce  s a vings , a nd
tra ns mis s ion a nd dis tribution s a vings ) tha t will re s ult from the  e xpe cte d life time  e ne rgy
savings  and peak demand reductions  genera ted by each DSM program. The  avoided costs
used in this  tiling a re  the  same as  those  used in the  March 2007 13-Month filing.

Exhibit 3 on page 14 provides  a  table  tha t de ta ils  the  expected life time  ene rgy savings  and
peak demand savings  from each DSM program and a  summary of the  ne t benefits  genera ted
for the  2008-2010 time  frame. These  a re  in addition to energy savings , costs  and ne t benefits
achieved in the  2005-2007 timeframe , which have  been reported in APS ' semi-annua l DSM
re port filings . The  life time  e ne rgy sa vings  a re  the  e s tima te d sa vings  tha t will re sult ove r the
e xpe cte d life time  of a ll progra m me a sure s . It is  a nticipa te d tha t ove r the  e xpe cte d life time
of a ll me a s ure s , the  P ortfolio  will produce  ne t be ne fits  of $187 million from me a s ure s
imple me nte d in the  2008-2010 time fra me , with a  tota l s ocie ta l cos t te s t be ne fit/cos t ra tio
of 2.52 (socie ta l be ne fits  / socie ta l cos ts  = $310 million/ $123 million).
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Capacity

Savings
MW

Lifetimel

MWh
Savings

Program

Budget

Societal

Benefits

Societal

Costs Net Ben e fits

Re s ide n tia l
2,016,000 12,182,000 $118,050,000 $23,175,000 $94,875,000

$14,876,000814,000 8,403,000 $34,407,000 $19,531,000

$21,204,000458,000 5,455,000 $28,458,000 $7,254,000

$0339,000 4,700,000 $3,950,000 $3,950,000

$53,910,000 s130,95s,0003,327,000 30,740,000 s184,865,000

0.9

43.7

17.1

9.7

0.9

71.4

Consumer Products

Exis ting  Home  HVAC

New Cons truc tion
2Low Inc ome

To ta ls  fo r Res id en tia l

Non-Re s ide n tia l

Large  Exis ting Fac ilitie s 2,464,000 20,552,000 $91,135,000 $41,443,000

489,000 4,088,000 $17,925,000 $9,108,000New Cons truc tion

227,000 6,062,000 $6,430,000 $3,020,000Small Business

45,000 198,000 $898,000 $353,000Building Opera tor Tra ining

50,000 367,000 $1,973,000 $628,000Energy Information S ys tem

212,000 2,943,000 $7,030,000 $3,020,000S chools

3,487,000 34,210,000 $125,391,000 $57,572,000Totals for Non-Residential

6,814,000 . $310,256,000 s 111,482,000Subtotal

$3,900,000 $3,900,000Meas urement, Eva lua tion &
Res earch

$7,650,000 $7,650,000P erformance  Incentive

s v m 5 w w $310,256,000 $123,032,000T o t a l

1.
2.

Re/ers to savings over the expected l:time ofallprogram measures.
Program costs include weatherization and bill assistance. Societal Costs do not include bill assistance because it does
not contribute to electric savings.

3. Consistent with ACC Staffs analysis in Decision No. 68647, the societal gene/its are equal to the societal costs.
All MWh values are rounded to the nearest 1,000 and monetary values are rounded to the nearest $1,000.

$49,692,000

$8,817,000

$3,410,000

$545,000

$1,345,000

$4,010,000

$67,819,000

$198,774,000

($3,900,000)

($7,6500000)

$187,224,000

25.0

5.0

4.9

0.4

0.4

2.8

38.5

109.9

109.9
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Exh ib it  3
DS M Ele c tric  S a vin g s  Be n e fits

2008 - 2010 P ro g ra m s
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VIII. Portfolio  Enhancements

A. Flexibility
The  ma jority of the  AP S  DS M progra ms  a re  s till in the  e a rly s ta ge s  of the ir growth. During
the  ea rly s tages  of a  program the re  a re  often unexpected cha llenges  encounte red and a lso
practica l knowledge  ga ined tha t lead to program improvements  and adapta tions  to a  specific
ma rke t. Additiona lly, a s  a  progra m ma ture s  the  ma rke t will a lso cha nge . This  is  e spe cia lly
true  if the  programs a re  ve ry success ful. These  s itua tions  require  the  ability to a lte r face ts  of
a  program's  parameters , de livery or other de ta ils  to mainta in momentum and acceptance .

Re vie w a nd forma l a pprova l of cha nge s  to DS M progra ms  re quire s  s ignifica nt ACC S ta ff
re sources . To address  this  potentia l regula tory burden and provide  for time ly enhancements
to improve  program effectiveness  without changing the  scope  of the  programs, APS proposes
tha t the  ACC a llow the  Compa ny to ma ke  the  following modifica tions  to its  DS M progra ms
without forma l review and approva l.

1. Shift up to 50% of funding be tween programs  within a  sector. An e xa mple  would be
moving funding from the  Ne w Cons truction progra m into the  Cons ume r P roducts
progra m. If the  hous ing  ma rke t s lowdown is  more  dra ma tic  during  2008  tha n
e xpe cte d, the  re que s ts  for re ba te s  in the  Ne w Cons truction progra m could s low a s
we ll. While  the  Ne w Cons truction progra m ha s  e xpe rie nce d s trong s upport a nd
a cce pta nce  from the  builde r community, re ba te s  a re  not pa id until the  home s  a re
constructed. The  continued s lowdown in the  housing marke t may leave  some  funding
ava ilable  tha t could be  moved to the  very successful CFL measure  tha t is  a  part of the
Consume r P roducts  progra m. De cis ion No. 68648, P g. 4, Line s  3-5 se t the  limit for
s hifting  funding a t 25%. AP S  is  re que s ting th is  limit be  ra is e d to  50% a llowing
incre a se d a bility to shift funds , a s  ne ce ss ita te d by cha nging ma rke t conditions . This
would e nha nce  the  Compa ny's  a bility to ca pita lize  on a  progra m's  succe ss . Funding
would not be  shifted be tween the  res identia l and non-res identia l sectors  or shifted out
of the  Low Income or Schools  programs.

2. Cha nge  fina ncia l ince ntive  pa yme nts  up to 100% of incre me nta l cos t. Curre ntly,
the re  a re  requirements  to limit financia l incentive s  to e ithe r 50 or 75% of incrementa l
cos t, depending on the  program. The  ability to change  the  financia l incentives  a llows
APS  to ma ke  a djus tme nts  tha t re spond to the  ma rke t. For e xa mple , be ca use  of the
difficultie s  for S ma ll Bus ine s s  to e va lua te  a nd Eund e ne rgy e fficie ncy proje cts , it is
ofte n difficult for the m to ta ke  a dva nta ge  of the  DS M ince ntive s  a va ila ble  to the m.
An incre a s e  in  the  fina ncia l ince ntive  tha t cove rs  more  of the  incre me nta l cos t
(through a  dire ct ins ta ll progra m a s  s ugge s te d in the  13 Month Filing) might he lp
increase  the  participa tion in the  Small Business  program.

3. Cha nge  me a sure  minimum e fficie ncy re quire me nts . Ma ny o f the  DS M fina nc ia l
ince ntive s  a re  for e quipme nt or s e rvice s  tha t a re  a t the  le a ding e dge  of e ne rgy
e fficie ncy te chnology a nd pra ctice . The  na ture  of such products  a nd se rvice s  is  tha t
they change  re la tive ly quickly. DSM programs based on these  products  and se rvices
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ha ve  to a da pt a s  we ll. The  HVAC ma rke t is  a  good e xa mple  of this . AP S  found tha t
there  were  not many packaged a ir conditioners  capable  of keeping homes comfortable
in  th is  c lima te  th a t me e t th e  E xis tin g  Ho me s  HVAC p ro g ra m min imu m E E R
re quire me nts . The  ACC worke d with APS  a nd the  EER re quire me nts  we re  lowe re d,
but AP S  ne e de d e xpe dite d tre a tme nt for the  re que s t, which pla ce d a n a dditiona l
burde n on the  S ta ff. The  fle xibility to ma ke  s uch a  re quire me nt cha nge  without
forma l Commis s ion a pprova l would a llow AP S  to minimize  the  los t opportunitie s
these types of issues present.

AP S  re cognize s  tha t the re  s hould be  re a s ona ble  pa ra me te rs  tha t guide  the s e  fle xibility
provis ions . The  Compa ny propos e s  tha t the  a bove  cha nge s  would only be  ma de  if the y
adhere  to the  following requirements :

2.
3 .
4.

1. P rior notifica tion a nd de scription of cha nge  would be  provide d to both the  ACC a nd
DSM Colla bora tive  me mbe rs .
Cost e ffectiveness  is  mainta ined. The  results  of the  TRC must remain above  1.0.
The  program's  specified intent is  not ma te ria lly a lte red.
Funding is  not shifte d be twe e n Re s ide ntia l a nd Non-Re s ide ntia l progra ms  or out of
the  Low Income or Schools  programs.

5. Funding shifts  would not cause  P lanning and Adminis tra tion cos ts  to exceed the  caps
se t in the  ACC orders  which approved the  programs.

Any new measure s  would s till be  submitted to the  ACC for review and approva l a s  they a re
now, in a ddition to s ignifica nt budge t cha nge s  a nd othe r ma jor progra m cha nge s . APS
be lie ve s  tha t s ome  cle a rly de fine d fle xibility will gre a tly a s s is t in the  long te rm s ucce s s  of
e ne rgy e fficie ncy in Arizona .

B. DSM Performance Incentive
The  ACC approved a  pe rformance  incentive  based on the  ne t economic bene fits  of ene rgy-
e fficie ncy DS M in De cis ion No. 67744. S e e , Atta chme nt A, pa ra gra ph 45 of tha t De cis ion,
which s ta tes  in part:

APS  will be  pe rmitte d to a m a nd re cove r a  pe rforma nce  ince ntive  ba se d on a  sha re
of the  ne t e conomic be ne fits  (be ne fits  minus  cos ts ) from the  e ne rgy-e fficie ncy DSM
progra ms  a pprove d in a ccorda nce  with pa ra gra ph 41. S uch pe rforma nce  ince ntive
will be  capped a t 10% of the  tota l amount of DSM spending, inclus ive  of the  program
ince ntive , provide d for in this  Agre e me nt (e .g. $1.6 million out of the  $16 million
average  annua l spending re fe renced in paragraphs  40 and 44 or $4.8 million over the
initia l three -year pe riod) .

The  incentive  ea rned has  been reported in each DSM semi-annua l report filed with the  ACC.
The  incentive  has  been de te rmined for each reporting pe riod based on the  spending and ne t
benefits  reported for tha t pe riod.

As DSM expenditures  increase , a lte rna tives  to the  exis ting Performance  Incentive  need to be
considered. Without prope r re gula tory tre a tme nt, DS M progra ms  ca n le a d to s ignifica nt
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under recove ry of utility cos ts  and can e rode  ea rnings  be low authorized ra te  of re turn leve ls .
Whe n a  cus tome r pa rticipa te s  in a  DS M progra m, tha t cus tome r will consume  le s s  e ne rgy
tha n the y would without the  progra m. The  cus tome r continue s  to re ce ive  the  sa me  be ne fit
from the  e ne rgy provide d, but ultima te ly pa ys  le s s  mone y tha n the y would ha ve  othe rwise .
Be ca use  utilitie s  prima rily cha rge  cus tome rs  by the  kilowa tt-hour, DSM progra ms  re sult in a
los t re ve nue  ma rgin to the  utility. Tha t los t ma rgin wa s  inte nde d to cove r fixe d cos ts  (e .g.
gene ra tion, dis tribution and cus tomer se rvice  infra s tructure  cos ts ) tha t cannot be  avoided in
the  short-run and a lso provide  a  portion of the  utility's  re turn.

APS apprecia te s  the  va lue  of DSM and wants  to maximize  its  bene fits  to cus tomers . Be fore
it ca n do so, howe ve r, APS  be lie ve s  it should be  a s sure d tha t its  fina ncia l condition will not
suffe r a s  a  re sult a nd tha t it ca n cove r its  re a sona ble  cos ts  of doing bus ine ss . As  the  DS M
budge t expands , so does  the  potentia l for s ignificant los t revenues  and decreased ea rnings .
AP S  is  curre ntly e va lua ting the  fina ncia l impa ct of incre a s e d DS M s pe nding a nd will be
se e king ke y s ta ke holde r input a nd ACC a pprova l of a lte ra tive  me cha nisms  tha t will a s sure
time ly re cove ry of p rogra m cos ts , no t pe na lize  the  compa ny a nd  provide  the  prope r
incentives  to continue  bene ficia l DSM programs.

C Requests for Claryieation
AP S  is  re que s ting cla rifica tion on the  following two is sue s . De cis ion No. 684882, re quire s
tha t "... the  combine d e xpe nditure  for Re ba te s  a nd Ince ntive s  for the  Non-Re s ide ntia l
progra ms  from 2005 to 2007 be  ca ppe d a t the  curre nt e s tima te d le ve l, which is  52% of the
ove ra ll budge t. APS be lieves  this  requirement expire s  a t the  end of 2007. APS is  reques ting
the  ACC to confirm tha t this  provis ion does  indeed expire  a t the  end of the  yea r. If the  ACC
finds  tha t this  is  not the  case , then APS reques ts  tha t the  52% cap on incentive  spending to
ove ra ll budge t be  re move d. In De cis ion No. 69879, the  52% ca p wa s  a ddre s s e d in the
conte xt of the  La rge  Exis ting Fa cilitie s  progra m a nd APS  wa s  spe cifica lly gra nte d a  wa ive r
of this  requirement. S ta ff pos ition on this  is sue  was  addre ssed in tha t Decis ion, specifica lly,
S ta ff s ta ted tha t: 1) the  purpose  of this  requirement was  to ensure  tha t the  na ture  of the  non-
re s identia l programs and the ir incentives  would not be  changed without ACC approva l in the
ea rly yea rs  of the  program, 2) tha t it appea red tha t APS has  implemented and managed the
non-re s ide ntia l e xis ting DS M progra m in a ccorda nce  with Commis s ion guide line s , a nd 3)
because  mos t of the  implementa tion cos ts  have  been home , a  highe r pe rcentage  of ove ra ll
program cos ts  for reba te s  and incentive s  was  now appropria ted. APS  agrees  with S ta ff and
a lso fee ls  this  is  appropria te  for a ll of the  othe r DSM programs. The re fore , APS be lieves  the
52% cap is  no longer necessary.

S e cond, AP S  is  re que s ting cla rifica tion tha t it ca n s hift funding be twe e n me a s ure s  in the
s a me  progra m without notifica tion to, or a pprova l from, the  Commis s ion. This  is s ue  wa s
discussed during the  NOV. 27, 2007 Open Meeting regarding Docket No. E-01345A-05-0429.
At th is  time , it is  not cle a r if s uch a  s hift in  funds  is  within  AP S ' powe r or whe the r the
Commis s ion jus t a pprove d this  type  of funding s hift only in  the  limite d conte xt of tha t
docke t.

2 pg. 5, Lines. 3-5.
3 Decision NO. 69879, pgs. 6 -- 7.
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